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SUBJECT: Internet Connection and Access Device Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE ALL OF THE DEPARTMENT’'S CONCERNS stated in the previous anaysis of
X bill asintroduced February 24, 2000 .

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED February 24, 2000, STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide a credit of $200 to any Internet service
provi der who provides an Internet connection, at |least five years of Internet
access, and a personal computer to a | owincone househol d.

SUMVARY OF AMENDMENT

The proposed amendnents nodified the | egislative intent | anguage, specified the
credit anobunt to be $200, specified that the taxpayer nust be an Internet service
provider, and specified that the taxpayer nust provide at |east five years of
Internet access and a personal conputer as well as an internet connection.

The Effective Date, Legislative Hstory and current |aw di scussion of Specific
Findings in the departnment’s analysis of the bill as introduced still apply. The
remai nder of that analysis is replaced with the foll ow ng.

SPECI FI C FI NDI NGS

This bill would provide a credit equal to $200 to any taxpayer that is an
Internet service provider that provides w thout charge to a | owinconme househol d
each of the follow ng: an Internet connection, at |east five years of Internet
access, and a personal conmputer.

The bill defines "l owinconme household" as a household that neets the sanme incone
standards currently in law for lifeline tel ephone service (as defined in the
Public Wilities Code) and has at |east one child enrolled in public school in
grades Kto 12, inclusive.
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This bill defines “personal conputer” to nmean a fully operational nultinedia
personal computer that, at a mninum is equipped with all of the follow ng
performance standards, software and other features or their equivalent:

56k internal nodem

380mhz processor

64 negabytes of RAM

4 gi gabyte hard drive

32 speed CD- ROM

a word processing program copyrighted 1999 or |ater

techni cal assi stance equivalent to assistance provided to a purchaser of the
computer or Internet service in the normal course of business

This bill would require the taxpayer to maintain adequate records to justify the
eligibility of all participants.

This bill would allow any unused credit to be carried over until exhaust ed.

Pol i cy Consi derati ons

This bill does not restrict the credit to taxpayers that provide |Internet
connections, Internet access and conputers to | owincone househol ds | ocated
within California.

| npl ement ati on Consi derati ons

This bill uses the term"Internet connection” but does not define it in the
bill. 1t is unclear whether "Internet connection” would include only the

di al -up account or also the phone line and installation if necessary. The
absence of a definition to clarify this termcould lead to di sputes between
t he department and taxpayers and thus could conplicate the adm nistration of
the credit.

It is unclear whether the author intends that the credit to be $200 a year
for each of five years for providing a conputer and |Internet connection, for
a total of $1,000, or sinply a single $200 credit for providing the conputer
and five years of service. In either case, it is unclear how the credit
woul d be administered if the taxpayer does not satisfy the five-year
requirement. The bill should clarify whether the credit woul d be disall owed
or otherw se recaptured for the earlier years if the taxpayer does not
satisfy the five-year requirement. |In addition, the author’s intent should
be clarified regarding total credit per conputer -- $200 or $1, 000.

This bill does not limt the nunmber of years for the carryover of unused
credit amounts. The departnment would be required to retain the credit
carryover on the tax forns indefinitely because unlinmted credit carryover
is allowed. Recent credits have been enacted with a carryover limt since
experience shows credits are typically used within eight years of being
ear ned.
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FI SCAL | MPACT

Depart nental Costs

Once the inplenentation concerns are resolved, this bill should not
significantly inpact the department’s costs.

Tax Revenue Esti mate

This bill is estimated to result in revenue | osses under the PITL and B&CTL
as shown in the follow ng table.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1999
Enact ment Assumed After June 30, 2000

$ MIlions
2000-01 2001-02 2002-03
M nor Loss* M nor Loss* M nor Loss*

* Loss | ess than $500, 000

The revenue esti mate decreased froman annual loss of $6 mllion to a m nor
revenue | oss because the original estimate assunmed that the credit anpunt
woul d be approxi mately $640 and because it was assuned that taxpayers woul d
redirect donations fromcharitable entities to | owincone househol ds.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Note: It is assuned that | owinconme househol ds nmust be in California and
only “donations” would qualify, not enployee benefit conpensation options.

Tax Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the nunber of
t axpayers donating to | owincone househol ds, donation anmounts, the cost, and
the anount of credits that can be applied against available tax liabilities.

This estimate was developed in the following steps. First, the sane

househol d popul ati on as used in the original estimate for the bill as
i ntroduced was used for this estimate. Second, it was assuned that the
average cost for a personal conputer, as defined in the bill, and Internet

access for at least five years would be approxi mately $2,000 per donation

According to the Detw | der Foundation for conputers, the nmajority of

t axpayers donate used or unwanted conputers to schools/libraries, not

i ndi vi dual househol ds. Taxpayers who currently nake charitabl e donations
are entitled under current |law to take a deduction for the fair market val ue
of the donation. Based on the definition of an Internet device and the
length of tine one must provide Internet access, it was assuned that the tax
savings for those qualifying taxpayers would be mnimal and the majority of
taxpayers woul d elect to donate to a school or other charity in order to
take the charitabl e deduction rather than the $200 credit provided by this
bill. Therefore, the revenue | osses would be mnor in any given year.
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If the author intended for the credit to total $1,000 per conputer and five
years of access, this revenue would have to be adjusted upward.

BOARD PCSI TI ON

Pendi ng.



